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On Oct. 28, Argentina's Economy Minister Domingo Cavallo announced a series of economic
measures to reduce the country's soaring trade deficit. The measures include broad tax breaks for
exporters, combined with an increase in taxes on most imports. The moves spurred harsh criticism
from Argentina's trade partners in the newly formed Mercosur common market, threatening the
success of future negotiations to create a free trade zone among Mercosur's four member nations.
As of Nov. 1, a new Argentine export-promotion package took effect. The program will allow all
exporters and companies connected with export products to be reimbursed for all contributions to
the 18% value-added tax, and for payment on all other taxes related to products sold abroad, such
as income, gasoline and asset taxes. At the same time, the so called statistics tax an internal levy on
most imports, which is in addition to the normal customs tariffs will now be increased from 3% to
10% for most finished products, although the tax will be eliminated on capital goods. The measures
are largely aimed at improving Argentina's deteriorating trade balance with Brazil. Argentina's
decision to freeze its currency on a parity with the US dollar last year increased local demand for
imported goods, while slighting the export sector. As a result, imports from Brazil Argentina's
largest trading partner in South America surged this year, jumping 130% in the first six months
of the year. By the end of August, the value of Brazilian imports for 1992 reached US$1.865 billion,
while exports to Brazil only totaled US$965 million. By year-end, the trade deficit is expected to
surpass US$1 billion Argentina's first negative trade balance in more than a decade. From 1990-1991,
Argentina registered a combined trade surplus of about US$700 million with Brazil. Consequently,
Argentine industrialists have been pressuring the government to adopt protectionist measures
for months, arguing that the trade deficit is aggravated by unfair trade practices in Brazil, such as
hefty export subsidies. The new measures now threaten to slow progress in negotiations to form
the Mercosur common market, which includes Argentina, Brazil, Paraguay, and Uruguay. All four
nations agreed last year to set up a free trade zone (zero- level tariffs) by 1995 and impose a common
external tariff of 20% on all imports from outside the region. Not surprisingly, Argentina's new
trade barriers spurred a wave of criticism among business associations in the other three Mercosur
countries. Fernando Miranda, director of Brazil's Foreign Commerce Association, estimates that the
increase in Argentina's "statistics tax" to 10% could force Brazil's trade surplus to drop 33% by yearend. Miranda warned that such unilateral measures will inevitably upset trade relations between
the two countries, as well as the Mercosur negotiations. In recent editorials, two of Brazil's largest
and most- influential local dailies "O Globo" and "O Estado" both called Argentine protectionism
a stop-gap solution to the trade imbalance that avoids the real problem of an overvaluation of
Argentine currency, while representing a step back from free-market principles. According to O
Globo, "Despite what official Argentine economists say, Argentina has an overvalued currency,
and the incentives provided by the new trade barriers will only lose their efficacy within a relatively
short period of time." Argentine officials countered that, although they remain committed to the
Mercosur project, the massive trade imbalance generated by Brazil's domination of the Mercosur
member markets is the major obstacle to establishment of a free trade zone. According to Felix
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Pena, a high-level Argentine Foreign Ministry official who until recently headed that country's team
of Mercosur negotiators, Brazil must demonstrate its "political will" to strengthen Mercosur by
adopting measures to reduce the regional trade imbalance. "The first thing required is recognizing
that the strategic southern cone alliance is not the cannibalization of our respective productive
sectors," said Pena. "On the contrary, it supposes the expansion of internal demand in conditions
of macroeconomic stability in the four countries so that they can compete better on international
markets." Pena argued that Brazil should accelerate the reduction of tariffs imposed on its imports
from the rest of Mercosur, exercise voluntary export restrictions, and increase preferential treatment
for Mercosur countries in purchases by the Brazilian state, such as greater import quotas. Despite
such justifications by Argentine officials, however, business associations in both Uruguay and
Paraguay also sharply criticized Argentine protectionism, and called on their own governments to
implement similar measures in retaliation. The Uruguayan Chamber of Exporters demanded that
the government refund indirect taxes paid by local exporters, while the Chamber of Industry also
urged the adoption of protectionist tariffs on imports. In response, Uruguayan President Luis Lacalle
convoked a round of meetings with his economic cabinet to analyze the effect of the Argentine
measures on trade relations between both countries, and announced a forthcoming "Export
Promotion Program" to boost Uruguay's trade balance. In 1991, Uruguay's exports to Argentina
totaled more than US$160 million, representing about 10% of total export earnings. The country
suffers from a negative trade balance of about US$110 million, which business associations now fear
will increase with the new Argentine measures. About 60% of trade between the two countries will
fall under the Mercosur agreement, whereby tariffs on those products are to be gradually eliminated
by 1995. The remaining 40% of commerce already benefits from a bilateral economic cooperation
accord (Convenio Argentino-Uruguayo de Cooperacion Economica, CAUCE) that eliminates
import duties on selected products. It is still unclear, however, if goods traded through CAUCE
will be effected by the increase in Argentina's statistics tax. Business associations and officials in
Paraguay as well warned that the measures could seriously harm trade with Argentina. According
to Paraguay's agricultural minister, Raul Torres, wood, cotton, and beef exports will particularly
suffer, since the country ships an estimated 800 tons of those products to Argentina each week. Like
Uruguay, Paraguay's Ministry of Trade and Industry is now evaluating the impact of the Argentine
measures to determine if retaliatory trade restrictions will be implemented. Nevertheless, despite
the mutual accusations and criticisms triggered by the Argentine measures, the governments of all
four Mercosur nations still publicly stress their commitment to the common market's formation.
On Nov 6, the economy ministers and central bank presidents of all four countries held a "working
meeting" in Brazil to discuss eventual implementation of a common external tariff and other
"technical aspects" of the future free trade zone. The group did review the problems generated
by Argentine protectionism, but the participants refused to publicly comment on the outcome of
those discussions. The next formal ministerial-level meeting is scheduled for April 1993 in Paraguay.
(Sources: Inter Press Service, 10/22/92, 10/23/92; Agence France-Presse, 10/28/92, 10/30/92, 10/31/92,
11/06/92; Notimex, 10/28/92; Spanish news service EFE, 10/30/92, 11/02/92)
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